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SWEDEN: 


GDP BY COMPONENTS VALUE 
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Private Consumption 52,540 
Total Public Consumption me, 
(of which: Central Government) 8 
Gross Investment 
(of which: Industry) 
Inventory Formation (and as % of GDP) 
Exports of Goods and Services 
Imports ‘““f Goods and Services 
GDP 


TRADE AND BALANCE OF PAYMENTS 


Exports of Goods f.o.b. 

Exports to U.S. 

Imports of Goods c.i.f. 

Imports from U.S. 

Balance of Merchandise Trade 

Balance on Current Account 

Balance on Capital Account 

Foreign Exch. Res., Year-End and Mid-1983, Actual 


MEMORANDUM ITEMS 


Industrial Production 

Real Disposable Income 

Average Hourly Earnings in Industry 
Producer Prices, Annual Average 
Consumer Prices, Annual Average 


Central Bank Discount Rate, Year-End and 4/8/83 
Money Supply (M3)!, Billions of Kronor 

Yield on Industrial Bonds, 1982 Avg. and Mid-1983 
Labor Force (in thousands), Annual Average 

Open Unemployment Rate, Annual Average 

Exchange Rate: SEK per U.S. $1.00 


1 Year-End and Mid-1983. 
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KEY ECONOMIC INDICATORS 


PERCENTAGE VOLUME CHANGE 


198 1983(est.) 


1982 1984(est.) 
nae - 1.5 

1 

z 


+ 0.1 


+ 
_ 
- 

> 
+ 
o 
. 

S 


«2 
7 
- 2.5 


. 
co 
‘ 

e 
o 


. 
oO 
' 


he 
+ 


6. 
0 


. 
OO] CO] CO] OV | 


1 1 
0 1 
5 3 
t 4) (+ 0.6) (+ 0.6) 
6 5 
l 1 
1 1 


7 
4 
3.8 
4.9 
0.1 


tle] +]s 
+l+ [4] 4] 1 
e = 

00] co] BV) a © 
+141 + 

* 


MILLIONS S E K , CURRENT PRICES 
1982 1983(est.) 1984(est.) 
168,100 200,000 231,400 
11,940 N/A N/A 
173,800 200,000 211,700 
14,621 N/A N/A 
-5, 700 0 +19,800 
-22,800 -18,800 -1,200 
+21,165 N/A N/A 
25,115 26,579 N/A 


PERCENTAGE CHANGE 
1983(est.) 


gE a, 
= 0.9 


1984(est.) 
+40 
+ 0.2 


AS_MARKED 


1982 
10 % 


1983 1984 

5.5 2 N/A 
385.7 392.8 N/A 
12.99% 12.79% N/A 
4,356 4, 340(est.) 4,355(est.) 
3.1% 3.3%(est.) 3.5%(est.) 
6.29 7.5(est. N/A 


M3 = sum of non-bank public's deposits of all kinds in 


all types of banks, and notes and coins in circulation outside banks. 


Main imports from the U.S. during 1982 (millions of U.S. dollars): 
appliances, and telecommunications equipment, 869; 


Machinery, 
Chemicals, pharmaceuticals, and 


plastic materials, 325; Foods, beverages, and tobacco, 153; Motor vehicles and other 


means of conveyance, 113; 


Sources: 
Central Bank; 


Instruments and Optical goods, 175; Coal and coke, 156. 


The Swedish Finance Ministry including its Economic Research Institute; 
Central Bureau of Statistics; and Labor Market Board. 





1. SUMMARY 


Sweden, in mid-1983, was pulling out of the protracted international slump 
of the past few years more buoyantly than other countries in Western Europe, 
thanks chiefly to the export-boosting effects of two devaluations totaling 
26 percent in the past two years. The recovery is still, however, tentative 
and occurring from a very low level of activity. On the minus side, Sweden 
is running heavy budget deficits and has accumulated a large foreign debt 
(both in the range 12-14 percent of GDP); there are concomitant structural 
current account deficits; public expenditure is now in the region of 70 
percent of GDP; and total tax revenue exceeds 50 percent of GDP. Moreover, 
unemployment, bogy of the Social Democratic Government's ideology, is 
currently running at a record-high level, and it is not expected that the 
upswing will result in new jobs until the spring of 1984. On the plus side, 
zero growth of GDP in 1982 will advance to moderate growth of about 2 
percent in the current year with projected further improvement in 1984. 
Industrial investment in plant and equipment has been declining since 1980, 
but the devaluations, improved profit margins, and the upswing will combine 
to break that trend in 1984 despite the dampening effects of the current 
historically low level of capacity utilization. 


While Sweden's devaluations are back of the export-led upswing and will 
continue to lend momentum to the country's export push, they and the strong 
dollar have made U.S. products all the more expensive for the Swedes. Only 
three years ago, in 1980, a Swedish importer could buy one dollar's worth of 
U.S. goods for little more than 4 kronor. In August 1983, at the time of 
writing, those same goods cost the importer almost 8 kronor. This is having 
a predictable effect on U.S. sales to Sweden, particularly of consumer 
goods, including foods. Where there are acceptable alternative suppliers, 
traditional Swedish buyers of U.S. products will, naturally, be shopping 
around. Nonetheless, this highly industrialized country will do its best to 
keep up with technological advances, and this often means buying U.S. 
products. This report identifies computer software and hardware, electronic 
components, and medical diagnostic equipment as being particularly 
interesting areas for U.S. exporters to Sweden. 


The major concern of the day is for the Government to consolidate the 
positive effects of last October's 16-percent devaluation by holding down 
domestic inflation and export prices through future wage restraint. It was 
fairly successful in convincing labor to accept a low wage offer during the 
last round of collective bargaining: in fact, 1983 will be the fourth year 
in a row that wage-earners have had no increase in after-tax income adjusted 
for inflation: the real incomes of industrial workers have fallen by 8-9 
percent since 1976, so the unions say. But with the profits of export firms 
on the rise, wage restraint will be harder to achieve in 1984. Some labor 
leaders say that blue-collar wage demands may be moderated by the 
introduction of a new general profit-sharing scheme, called “wage-earner 
funds", in 1984. The Government has said it will introduce a bill on this 
major issue before the end of the current year so that the funds can begin 
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to operate in 1984, but the last word on this controversial subject has yet 
to be uttered. The Government has said it intends to hold down 1984 
inflation to 4 percent, but it will not say how it intends to do this until 
the autumn. _In sum, the remainder of 1983 and 1984 will, the Swedish 
Government hopes, see the country progress through a period of improving 
trade figures under the sign of budget and household austerity. 


2. CURRENT ECONOMIC SITUATION 


Midway into 1983, at the time this report was written, there were several 
signs that Sweden was not only beginning to pull out of the general slump 
which has plagued most industrialized countries during the past few years 
but was in fact doing so more successfully than its neighbors in Western 
Europe. The recovery, though hesitant and occurring from a low level, is 
just what the new Social Democratic Government must have wished when it took 
the gamble of devaluing the krona by an abundant 16 percent in October 1982. 


The positive effects of the 16-percent devaluation were beginning to show 
through in mid-1983 statistics: compared with the corresponding period in 
1982, the figures indicated that there had been a 5.5-percent increase in 
the volume of Sweden's exports of manufactured goods (excluding ships) in 
the first quarter of 1983, while imports of manufactured goods increased in 
volume by no more than 1.7 percent. This trend will continue to be 
underpinned during the remainder of the current year by the competitive edge 
given Swedish exporters by the devaluation: the Revised National Budget 
calculates that the average level of Sweden's relative export prices will 
decline in 1983 by 6-1/2 percent compared with the 1982 level, and that 


there will be a gain in Sweden's share of the market for manufactured goods 
in 1983 of 4 percent. The expectations of firms themselves, approached in a 
regular export survey in May, were for a volume increase in 1983 exports of 
industrial products (excluding ships) of 9 percent, with the pulp industry 
in the lead (+ 22 percent), followed by rubber and plastics (+ 12 percent), 
paper and board (+ 8 percent), and the engineering sector, excluding ships 
but including automobiles (+ 7 percent). 


Exports have indeed done much better than expected during the first half of 
1983, contributing to a trade surplus of no less than SEK 9.5 billion during 
the period (official estimates predicted a zero balance for the whole 
year). Although it is doubtful that the second half of the year will be so 
buoyant for the trade balance, the outcome will clearly be better than the 
prediction. 


The quarterly survey of industrial performance and short-term expectations 
conducted by the National Economic Research Institute in June 1983 confirmed 
that there had been a marked improvement in Sweden's industrial output 
during the second quarter of the year. As a consequence of continued 
growing demand--almost entirely from export markets--Sweden's industrial 
production has again begun to rise, at the same time as the large 
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inventories of manufactured goods are now beginning to decline. However, 
the increase in production is occurring from a very low level. Firms expect 
the inflow of orders from export markets to rise still further during the 
remainder of 1983 and are hoping that the stagnant situation in the domestic 
market will at last begin to improve. Although production plans for the 
second half of 1983 are expansionary, they are not expected to halt the 
decline in employment. Only a few of the more than 2,000 firms interviewed 
expected to increase their workforce during the latter half of the year, 
while very many more believed they would have to lay people off. These 
pessimistic employment expectations are shared by the Labor Market Board, 
which does not foresee any improvement in the situation until 1984 at the 
earliest. Public expenditure to moderate the ill effects of record-high 
unemployment will put a heavy burden on the budget. Productivity in mining 
and manufacturing, which increased by 2-1/2 percent in 1982, is predicted by 
the Government to improve by a further 5-1/2 percent in the current year. 


3. PRODUCTION AND INVESTMENT 


There was little or no difference in the level of Sweden's industrial 
production between 1981 and 1982 in spite of clear improvement in the fourth 
quarter. The industrial production index rose by 5.8 percent from the 
bottom of the trough reached in August 1982 to May 1983 (latest data). The 
improvements of recent months are directly related to growing export demand 
and continued drawing down of inventories of finished goods. The statistics 
also show that industrial capacity utilization is at long last beginning to 
increase. GDP is now estimated to have declined in 1982 by 0.1 percent, and 
growth in the current year is predicted at 1.8 percent. 


Gross fixed capital formation in Sweden as a percentage of GDP has been 
falling since the mid-1970's, when it stood steady at about 21 percent. The 
volume of total investments fell in 1982 by an estimated 2.5 percent and are 
expected to continue to decline in the current year by 1 percent (compared 
with the January Budget estimate of a 3-percent decline). The lower figure 
for the current year is chiefly due to an upward revision of central 
government investment predictions (+ 5 percent against a decline of 1-2 
percent in the January Budget document). There has been no change in the 
predicted decline of total industrial investments in 1983, which stands at 
minus 5 percent compared with 1982. Industrial firms with more than 1,000 
employees, however, plan to bring about a slight real growth in their 
investments this year. There are also considerable differences among the 
various sectors of industry. Thus, Swedish firms in the transportation 
equipment and electrical machinery and appliances sectors foresee a volume 
increase in their 1983 investments of about 10 percent, while the 
non-electrical machinery sector expects a decline of the same magnitude in 
its investments. The food and wood products sectors expect to show some 
investment growth, but the outlook for investment in the weak mining sector 
is- poorer than for the average of all other sectors. 





4. PRIVATE CONSUMPTION 


There was a marked decline in the savings ratio of 3.1 percentage points to 
1.7 percent between 1981 and 1982 (real after-tax income fell by 1.9 percent 
but private consumption rose by 1.3 percent). Consumer purchasing, 
particularly of durables, was strong at the end of 1982 to beat the full 
effects of the devaluation and to avoid the increase in the value-added tax 
(to 23.46 percent) that occurred at the turn of the year. 


For 1983, the Government estimates that households will increase their 
savings to a certain extent at the same time as their purchasing power 
declines somewhat (real disposable income down by 0.9 percent). Moreover, 
in view of the heavy buying of consumer durables at the end of 1982, private 
consumption is expected to be drawn down by 1.5 percent in the current year. 


By mid-1983, seasonally adjusted figures for the volume of retail sales 
during the first five months of the year were down 1.9 percent on the 
corresponding figures for 1982. 


5. PUBLIC SECTOR 


BUDGET DEFICIT: Sweden's budget deficit for the fiscal year which ended on 
June 30, 1983, was SEK 91.8 billion, of which 55.4 billion represented 
interest payments on the national debt. This large deficit corresponded to 
an estimated 14 percent of GDP. Official extrapolations for the next five 
years, based on the assumption that no new expenditures will be incurred and 
that no tax changes will be made--assumptions that appear very tenuous--, 
indicate that the deficit would gradually increase in nominal terms from SEK 
89.9 billion in the current fiscal year (12.5 percent of GDP) to about SEK 
120 billion in FY 1988, corresponding by that time to just over 13 percent 
of GDP. These calculations are only rough indications of trends: a 
difference of one percentage point in the interest rate model adopted in the 
calculations, for instance, would shift the extrapolated FY 1988 deficit by 
no less than SEK 5.5 billion. 


The Government stated in conjunction with these figures that an SEK 
120-billion budget deficit in FY 1988 is incompatible with its intention of 
restoring balance to the economy. It anticipates that inflationary 
pressures will be strong when industry's need to finance investments grows. 
While spelling out the problems in a manner that has been praised by even 
conservative quarters, the Social Democrats have been battling internally. 
One camp, centering on the Finance Minister and the Central Bank Governor, 
has been tilting under the banner of budget austerity and tight-fisted 
public expenditure; the other, rallying around union economists, the Labor 
Minister, and the Minister for Social Welfare, has fought for more 
unemployment support and against any “dismantling” of the welfare state. 
Neither endorses further inflation, which is now above the OECD average, but 
the second group sees it as less of an evil than unemployment. 
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What is the Social Democratic Government doing about the budget deficit and 
the inflationary pressures it creates? 


When they returned to power in October 1982, it was generally expected that 
the Social Democrats would continue the budget-cutting process begun by the 
non-socialists by coming up with austerity packages of their own, but, apart 
from avowals of drawing down on aid to ailing industries, hard and fast 
budget-reducing steps have not been forthcoming. Rather than embarking on a 
series of unpopular cuts of their own and thereby endorse the austerity 
packages of their predecessors, the Social Democrats, perhaps as a way of 
keeping internal divisions under control, have chosen to attack the deficit 
indirectly: among other things, by allowing the authorities to charge for 
an increasing number of social services and by removing as many as possible 
of the automatic increases built into the budget apparatus with the 
exception of pensions (the Government estimates that roughly 85 percent of 
total budget expenditures are somehow pegged to inflation). This has just 
put off the inevitable; the Finance Minister says now that 
inflation-fighting measures will be forthcoming this fall and in the January 
1984 Budget Bill. Asked how long it will take to restore balance in this 
way, the Finance Minister has said: “The attaining of balance is possible 
over a period of economic growth when the nation's revenues are on the rise 
and outlays are not increasing as fast or remain still, but it will take the 
whole decade before that method bears fruit." Thus Sweden will apparently 
have to live with a budget deficit that only gradually descends from the 
13-percent-of-GDP-mark as the decade moves to a close. This does not bode 
well for industry when it needs money to invest and has to compete with the 
Government for scarce domestic savings. 


6. LABOR 


LABOR FORCE: The Swedish labor force, approximately 4.4 million workers, 
will increase slightly over the next several years as the unusually large 
numbers of children born in the prosperous sixties enter the labor market. 
Workers are highly skilled, unionized, and disciplined. Strikes, including 
"“wildcats", are rare. In 1982, only 1,762 days were lost because of job 
actions. Union support for free trade, Swedish investment abroad, and 
foreign investment in Sweden, while eroding somewhat in the current times of 
high unemployment, is still strong since union members are well aware of 
their country's dependence on foreign trade. 


UNEMPLOYMENT : Unemployment continues at record-high levels. Open 
unemployment, which averaged 3.2 percent of the labor force in 1982, reached 
3.4 percent during the first half of 1983 and is expected to average close 
to 4 percent in 1984. But that is only part of the picture: to be accurate, 
one must add those workers engaged in training and temporary work provided 
by the Government's Labor Market Board as well as those who accept early 
retirement instead of unemployment. Adding these would bring the real 
jobless rate to well over 8 percent. 





Those directly responsible for reducing unemployment--the Government, the 
National Labor Market Board, the trade unions, and employers--have not been 
able to agree on what to do next. The Government, which has provided record 
appropriations to the Labor Market Board for organizing training and 
temporary work, is reluctant to accept the unions’ recommendation that 
additional funds be given to local governments to increase permanent jobs in 
public services. The unions reject not only reduced wages for youth but 
also job-sharing. Employers say the best solution will be found in 
increased industrial investment and economic growth. 


WAGES : In the spring of 1983, blue-collar workers negotiated a wage 
increase of approximately 2.2 percent, which, when combined with wage drift 
and overhang from the previous contract, brought the wage rise to 
approximately 7.5 percent. This means no increase in after-tax wages 
adjusted for inflation for the fourth year in a row. During the same 
negotiating round, many white-collar workers and professionals were able to 
negotiate a somewhat better contract. Their edge, plus the increase in 
profits by many industries, have caused blue-collar leaders to regret the 
1983 settlement. Consequently, wage moderation will be harder to maintain 
in 1984: blue-collar leaders are already saying that they may demand a wage 
increase of 11 percent. 


WAGE-EARNER FUNDS: The LO, Sweden’s large blue-collar trade union 
confederation, with help from the ruling Social Democratic Party, is pushing 
a scheme whereby a tax would be levied on a proportion of profits as well as 
on the aggregate wage bill of medium and large corporations. The funds so 
generated would be invested in Swedish-owned industry and the income from 
the investments placed in the national pension scheme. The proposal is 
opposed by most of Swedish industry and its organizations and, if polls are 
to be believed, by a majority of the Swedish people. The plan, as it is now 
formulated, taxes foreign-owned firms in Sweden but authorizes the use of 
funds for investments only in Swedish-owned companies. The Government has 
promised to introduce a bill in November which would bring the funds into 
operation in 1984. 


7. AGRICULTURE AND FORESTRY 


In contrast to the general upturn in much of the economy, problems in the 
agricultural sector have increased during the past year and the outlook for 
the coming year is not more favorable. This results in part from depressed 
world prices for basic agricultural products but also to a large extent 
because government policy encompasses goals which are, economically 
speaking, not entirely consistent. These goals are: 1) to assure a high 
level of food independence, 2) to prevent depopulation of rural areas, 3) to 
guarantee farmers’ incomes comparable to those of other groups, and 4) to 
promote efficient production on family farms. To achieve these goals, an 
arable land area of about 3 million hectares is to be maintained in 
production. Livestock production is not to exceed domestic needs. 
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In normal years, these policies result in a grain surplus of about one 
million tons--nearly one-fifth of the crop--which must be sold on the world 
market at a loss. Moreover, decreases in real disposable incomes over the 
past few years have reduced domestic consumption of livestock production at 
the same time as good crops have increased milk yields and average slaughter 
weights, resulting in a considerable surplus of livestock products. These 
must also be exported at a loss. 


In CY 1983, exporting these surpluses is expected to cost about 300 million 
dollars in subsidies, a heavy burden both for the Government and 
agriculture. To this outlay must be added the approximately 445 million 
dollars that the Government must provide to cover direct consumer food 
subsidies aimed at preventing further erosion of domestic sales. 


Many agricultural commodities cannot be produced under Swedish climatic 
conditions, among them tobacco, cotton, soybeans, rice, tropical fruits and, 
in the wintertime, fruits and vegetables. Therefore, the yearly value of 
imports normally exceeds that for exports by about 1.5 billion dollars. 
U.S. agricultural exports to Sweden declined to about 172 million dollars in 
“1982 or somewhat under nine percent of total agricultural imports in the 
face of an appreciating dollar. Still, U.S. products enjoy an excellent 
reputation in Sweden's very quality-conscious market, and this has helped to 
reduce the effect somewhat of the expensive dollar. 


FORESTRY : Forestry is very important to the Swedish economy. It and 
related industries employ about 7 percent of the total labor force 
(agriculture accounts for about 4 percent). Forest industry products, 
which account for 20 percent of total exports and only 2 percent of imports, 


are an important plus in Sweden's balance of trade. 


The Swedish forestry industry experienced rapid and sustained growth until 
about 1975. Then the situation changed drastically in the face of declining 
sales. Excess capacity appeared across the industry, resulting in decreased 
profit levels and the closures of several plants. Now, the industry hopes 
that the first glimmers of an economic upswing in Sweden and western Europe 
will pull the industry out of its doldrums. Devaluations in the past two 
years have made the industry more competitive in foreign markets, and its 
plants and equipment are modern. It should be in a good position to take 
advantage of favorable economic developments. 


Production of sawn timber is expected to be 12 million cubic meters, up from 
10.7 million cubic meters in 1982. The Government has proposed measures to 
ensure that the industry will have sufficient raw materials obtained to the 
extent possible from domestic sources. Because Sweden has extremely high 
marginal income-tax rates, owners not economically dependent on their 
forests have been reluctant to cut their trees. This raw material 
"shortage" has been particularly true for sawmills, the only sector of the 
in@ustry which actually increased production in 1982. The Swedish sawmill 
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industry is the largest in Europe and 60 percent of its production is 
exported, hence the obvious concern on the part of the Government. 


The opportunities to market U.S. wood products in Sweden. are, 
understandably, limited. Nevertheless, there are some opportunities for 
extremely large U.S. trees such as the Douglas Fir, which reaches diameters 
and lengths not found in Swedish forests. In addition, the very limited 
assortment of tree types in Sweden provides opportunities for export of 
certain types of hardwoods and plywood. 


8. FOREIGN TPADE 


EXPORTS: Sweden exported goods in 1982 valued at the equivalent of $26.7 
billion, or 27 percent of GDP. This represented a volume growth of 3.5 
percent compared with 1981 exports, most of the growth occurring towards the 
end of the year. Performance in the current year, thanks to devaluation of 
the krona, is expected officially to generate an increase in the volume of 
exported commodities of about 6 percent (7.5 percent for manufactured goods). 


IMPORTS: The value of goods imported into the country in 1982 was $27.6 
billion, which, when converted to volume terms, represented a growth of 5.8 
percent over 1981 imports. The growth in 1983 is predicted to be no more 
than 2 percent. 


The development of domestic import prices compared with the OECD's export 
prices in kronor indicate that Sweden's devaluations have caused foreign 
suppliers to lower their prices on the Swedish market, at least during an 
initial period, in an effort to maintain their market shares. Thus, 
following the 10-percent devaluation of September 1981, the average price of 
OECD exports of manufactured goods measured in kronor rose by more than 16 
percent from the third quarter of 1981 to the third quarter of 1982. At the 
same time, the rise in import prices in Sweden was only about 10 percent. 
Similar behavior seems to have occurred after the 16-percent devaluation of 
October 1982, although the full effects of that devaluation on import prices 
will not have worked through until 1984. Regardless of the mechanisms 
involved, lower-than-expected increases in import prices have clearly helped 
keep inflation down to below expected levels. 


EXCHANGE RATES: The dollar continues to remain strong. Against Sweden's 
currency, the krona, it was approaching SEK 8 in mid-August 1983. (In 
mid-1981, the dollar bought SEK 5.1; in mid-1982 SEK 6.1.) This, needless 
to say, has had and will continue to have considerable effects on Sweden's 
foreign trade patterns, which is discussed under Implications for U.S. 
Exporters below. Somewhat surprisingly, the Swedes, including industry, 
count as one of the good effects of the strong dollar on the Swedish economy 
the maintenance of high retail prices on petroleum products (nearly all are 
bought in dollars), since it stimulates energy conservation and the shift 
away from overdependence on oil. Sweden, lacking any appreciable mineral 
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fuel sources of its own, has so far been relatively successful in this 
endeavor: the country's consumption of petroleum products, chiefly heating 
oils, has declined by one-third during the past three years. The 
consumption of gasoline and other propellant fuels, on the other hand, has 
not diminished much. 


9. BALANCE OF PAYMENTS 


Sweden's balance on current account in 1982 went even more deeply into 
deficit than expected because the l16-percent October devaluation increased 
appreciably the cost of both interest and principal payments on the already- 
existing debt. Of the total deficit of SEK 22.8 billion (about $3.6 
billion), almost two-thirds was due to interest payments on foreign loans. 
These interest payments will continue to increase in the current year to an 
estimated SEK 16.9 billion, but this time around the positive effects of the 
devaluation will improve the trade balance to a degree that will reduce this 
year's deficit on current account. The Revised Budget of April estimated 
that the value of 1983 imports would roughly equal the value of exports, 
giving an estimated deficit on current account of SEK 18.8 billion. 
However, improvement in the balance of trade during the first half of 1983 
was so far in excess of expectations that the 1983 deficit on current 
account may well drop to SEK 10 billion (about $1.3 billion) or even less. 
This would mean that the current year's deficit in Sweden would correspond 
to less than 1.5 percent of GDP, which is an internationally low figure. 


FOREIGN DEBT: The country's central government foreign debt in mid-1983 


amounted at current exchange rates to SEK 111.7 billion (almost $15 
billion). Including the private sector and local government borrowing 
abroad, the country's total foreign debt approximated twice that amount at 
mid-year. The lion's share is private-sector debt since the Government has 
decreed that most direct outgoing investments by Swedish manufacturing firms 
must be financed through foreign borrowing for a period of at least five 
years. Although the debt-service ratio reached 18 percent in 1982, Sweden 
continues to be a triple-A borrower with no difficulty in obtaining the 
international loans it requires: it raised sufficient borrowing facilities 
during the first few months of 1983 ($1.2 billion + $1.6 billion) to cover 
its needs for the whole year and perhaps pre-pay some previous loans and 
thereby level off its debt burden over the coming decade. 


10. OUTLOOK FOR 1984 


The Revised National Budget (April 1983) set forth three possible outcomes 
for 1984 on the basis of three different assumptions about the way inflation 
and hourly industrial earnings would develop. Basic assumptions for all 
three outcomes were that there would be an average 2-1/2-percent growth of 
GDP among the OECD countries (the OECD, however, now predicts slightly more 
than 3 percent) and a 5=-percent growth in world trade in manufactured 





~j)2- 


goods. The Government's inflation goal of 4 percent "during the course of 
1984" has been interpreted to mean the expected increase in the consumer 
price index from December 1983 to December 1984 while the increase between 
the annual averages would be more like 6 percent. The Embassy, like the 
Finance Ministry's own research arm, believes the scales are weighted 
against government achievement of this goal. All signs point towards a wage 
‘demand by the blue-collar unions above even the most pessimistic predictions 
(see below), and the introduction of some general form of price and wage 
freeze or other method of holding prices down (such as lowering the 
value-added tax rate) are probably not in the cards. For these reasons, the 
set of 1984 estimates chosen for the table of key economic indicators on 
page 2 is the Revised Budget's more pessimistic assumption; namely, that 
there will be an increase in hourly industrial earnings in that year of 10 
percent and an increase between annual average price levels in 1983 and 1984 
of 8 percent (which will correspond to a somewhat lower December-to-December 
figure). The predictions based on these assumptions are, of course, very 
uncertain and are intended merely as an indication of trends. 


Although a moderate upswing seems to be on its way, Sweden will not have 
much help from its major trading partners in Europe, to judge from the 
OECD's July 1983 Economic Outlook for performance among its European 
members. The paradox for Sweden is that the intended good effects of the 
devaluation in the form of boosted exports, fewer imports, and consequent 
trade surplus and improved balance of payments may unintentionally paint too 
rosy a picture, given the facts that the ratio of public expenditure to GDP 
has now reached about 70 percent; total taxes now correspond to more than 50 
percent of GDP; and total net domestic saving in 1982 was only 3 percent of 
GDP, compared with an average of about 14 percent in the first half of the 
1970's. Finally, the international experience has been that devaluations 
have failed after 2-3 years because the hold on the reins has relaxed. 


SUCCESS OF THE DEVALUATION WILL DEPEND ON 1984 WAGE RESTRAINT: While it is 
going to be difficult for the Government to keep 1984 inflation down to the 
4-percent goal, developments have so far played into its hands: oil prices 
have declined, interest rates likewise, and import prices have not risen as 
much as expected (see under Foreign Trade above). Prices rose during the 
first half of 1983 by 4.7 percent compared with 5.7 percent in the first 
half of 1982, but much of the current increase was due to raised indirect 
taxes, indicating a deceleration in the inflation rate. The Finance 
Minister's latest prediction (July) of average inflation in 1983 was "just 
under 9 percent,” which may be compared with the prediction of 11.5 percent 
in the January Budget Bill. Moreover, the new Social Democratic Government, 
thanks to its close ties with the unions, has so far managed to convince the 
largest organization, the Confederation of Trade Unions (LO), of the 
national need for wage restraint. The agreement reached for the current 
year, 1983, including wage drift and carry-overs from 1982, corresponded to 
an average nominal increase of roughly 7-1/2 percent, not quite matching 
inflation. This will be the fourth year running that there is no real 
increase in the after-tax incomes of industrial workers. 
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The Government cannot anticipate having as much success keeping the unions 
in line in 1984. The partial failure of the last negotiations to compensate 
the low-paid workers for the ongoing reduction of marginal income tax rates, 
which by definition brings greater relief to high- rather than low-income 
brackets in a progressive tax scheme, is beginning to rankle with union 
leaders. Furthermore, craftier negotiating tactics by white-collar 
organizations in 1983 gave their members a better deal than the blue-collar 
groups, and growing awareness of this among the LO rank-and-file is going to 
put much-needed 1984 wage restraint in jeopardy. In fact, the LO chairman 
has already warned the Government that his organization will demand an 
ll-percent increase in 1984 (this time in addition to carry-overs and wage 
drift) if the income tax reform is not adjusted to give more to low-income 
brackets. Moreover, following the devaluations and an expected pick-up in 
business activity, many of Sweden's industrial firms will greatly improve 
their profits in the current year and 1984 (although from low levels), thus 
adding to the general wage-demand pressure. 


One of the now numerous stated reasons for introducing wage-earner funds in 
1984 (see under Labor above) is to relieve pressure on wage demands. 
Employees, seeing a certain share of profits as well as a payroll 
contribution going to the funds, will in theory satisfy themselves with 
modest wage increases. 


11. IMPLICATIONS FOR U.S. EXPORTERS 


The recovery described above is still fragile and a lot will depend on the 
strength of the upswings in the U.S. and the Common Market, but businessmen 
are beginning to plan new investments and these should spur increased 
exports from the U.S. Sales should occur in capital goods industries where 
the immediate opportunities could be classified as fair, strengthening to 
very good, as the recovery accelerates into 1984. Sales growth will not be 
even, however, and American exporters should expect to see a number of soft 
spots in the economy. The continued strength of the dollar and the effects 
of the 16-percent devaluation will long be felt in the consumer goods 
sector, where we expect to see a continued deterioration of our market 
position. 


We can see no end to the current boom in the automotive and high-technology 
industries. Automobile sales abroad are climbing right off the charts, 
following a banner year in 1982, when sales and profits set new records. 
Sweden's high-technology industries (communications, energy, robotics, etc.) 
have garnered a large number of major contracts that will ensure healthy 
growth well into the _ future. The production of these industries 
incorporates a high percentage of imported components with the U.S. being 
the prime source of supply. 


Swedish engineering skill, together with the American orientation of Swedish 
management, is producing a strong trend towards joint ventures with American 
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firms. Saab's venture with Fairchild Industries to produce commuter 
aircraft is the leading though not the only major example of this trend. A 
number of prominent U.S. firms are exploring the possibil’ties of joint 
ventures with Swedish industry to develop sales opportunities in third-world 
markets where Swedish political neutrality affords a marketing advantage. 


There are a number of product areas in Sweden that are in boom today and 
will continue in boom for a number of years. These are the areas for 
American exporters to pursue. 


Sweden today is simply a great market for computer software, and those who 
enter will realize major gains. The current market, estimated at $325 
million in 1982, will grow at an annual rate of 30 percent, reaching a total 
market of $943 million in 1986. More than half of this is in standard 
software, the area in which U.S. suppliers can predominate. The standard 
software market will grow 34 percent annually, reaching $485 million in 
1986. Computer utilization in Sweden is very high. By 1986, the country 
will be the most terminal-dense country in Europe with the total number of 
installed terminals exceeding 100,000 units or 30 per 1,000 employees. In 
general, Swedish end-users will be looking for software in the following 
application areas: 


Material administration, 


Education packages to meet the need for in-house training 
of EDP personnel, 


Program generators for improving in-house software 
productivity. 


The largest growth in standard software will occur in the minicomputer area, 
which will have a 54-percent growth rate, followed by small business 
computer software, which will have a 34-percent annual growth rate. 
Mainframe software will have che slowest growth rate at 31 percent. 


The computer hardware market in Sweden is experiencing phenomenal growth. 
Currently measured at $490 million, the volume of sales over the next five 
years is expected to more than double. The market for small, desktop, 
personal computers in business will be one of the decade's explosive growth 
areas. We foresee an annual growth rate of 35 percent to reach $212 million 
in 1988. The market for minicomputer hardware, which we estimate at $53 
million in 1982, has been dominated by the 16-bit and below systems, which 
accounted for over 80 percent of total sales. The 32-bit 
superminicomputers, however, have a larger future and will grow 30 percent 
per annum from current sales of $10 million to $48 million by 1988. The 
data terminals market will expand at a 20-percent annual rate, reaching $303 
million by 1988. In this area, CRT intelligent terminals will be the growth 
leader with a 30-percent growth rate. 
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Sweden is a small but interesting market for electronic components. We 
expect an annual growth rate of over 6 percent in a market worth over $600 
million. Dynamic push comes from the semiconductor and integrated circuit 
sectors, which currently are growing at a 12-percent rate. The advanced 
technology side of the market is paced by Swedish success in 
telecommunications sales, primarily by industry leader Ericsson (formerly 
L.M. Ericsson), which regularly captures big-ticket third-world contracts. 


Medical equipment is a profitable market even though Sweden, like other 
countries, faces skyrocketing health-care costs and has aé_e stringent 
cost-containment policy. The growth surge will rise from the continued 
reorientation of health care toward medical specializations and acute care. 
Hospitals are investing in the most advanced equipment available. The 
pacesetter here is diagnostic equipment, which should rise by about 26 
percent to about $76 million over the next three years. Lower-cost 
tomographic X-ray scanners will help boost that market specialty by 26 
percent. The ultrasonic scanner market is also growing at a 26-percent rate 
and is worth around $7 million, and the market for electroencephalographs is 
growing at a 27-percent rate. 


American exporters wishing to improve their position in the Swedish market 
can benefit from a number of useful services available from the Commerce 
Department at modest cost. Market survey reports and counseling are 
obtainable from the Swedish Desk in the U.S. Department of Commerce. In 
Sweden, the American Embassy offers exclusive company promotions in the 
Embassy itself attended by major Swedish buyers and agents. The Embassy 
sponsors U.S. firms wishing to exhibit in Swedish trade fairs, either on 
their own or through their trade associations or state government export 
development agencies. U.S. firms exhibiting in major European trade fairs 
such as Hannover also receive direct assistance from Embassy Stockhom. The 
Embassy conducts a pre-show promotion for such firms and escorts Swedish 
agents and buyers to the fair to provide introduction to the American 
exhibitors. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-381-007:540 
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